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M I N N E S O T A S T A T E BOARD
OF ACCOUNTANCY
EXAMINATION OF MAY, 1934
WEDNESDAY, MAY 9, 1934—8:30 A.M. to 10:00 A.M.

Oral
10:00 A.M. to 12:00 M.

Economics and Public Finance
Question 1:
In 1908 the Supreme Court of the United States handed down a decision
written by Justice Harlan in which it said, "The right of a person to sell his
labor upon such terms as he deems proper is, in its essence, the same as the right
of the purchaser of labor to prescribe the conditions upon which he will accept
such labor from the person offering to sell it." Explain the difference between
that economic theory and the one held by the American Federation of Labor in its
present contentions with the Government over code provisions covering similar
rights.
Question 2 :
In connection with the Revenue Bill, recently before Congress, much dis
cussion ensued regarding inheritance taxes. Answer the question asked, prior to
the World War, by Professor F. W. Taussig of Harvard: "What can be said
in justification of the inheritance of property, which acts so powerfully to main
tain inequality?"
Question 3 :
At a recent Minnesota State Convention of the Farmer-Labor Party the
platform adopted contained a plank demanding State entrance into business on a
larger scale. Outline arguments, pro and con, for Government competition with
private business.
Question 4 :
Distinguish between the economic difference between gross profits and
pure profits and the accounting difference between gross profits and net profits.

Question 5:
Give your reasons for agreeing or disagreeing with the statement by
Walter Lippmann in a recent article, that "The price-fixing policies of NRA raise
costs ahead of profits, thus discouraging enterprise. They raise prices without
increasing production, in fact by decreasing it, so that the real net income of
the community tends to fall."
Question 6:
To what extent are the restrictions and liabilities provided in the Securi
ties Act of 1933 and the Stock Exchange Act of 1934 justifiable as a protection
against the shrewd, if not illegal, practices of issuers and sellers of racketeering
securities?
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Practical Accounting
PROBLEM 1:
The bookkeeper-cashier of Borgia Industries, Inc., absconded, on the evening
of March 28, 1934, apparently with a large portion of the company's cash and
has taken with him certain accounting records including the cashbook and the
general ledger. You are called upon to ascertain, if possible, the shortage with
which the missing employee may be charged. The shortage may be recoverable
through insurance.
From available subsidiary journals and ledgers and other data you obtain the
following information:
Balances at close of business, March 28, 1934—
Customers' accounts
$46,755.50
Merchandise creditors
20,730.27
Other debtors or creditors
None
Cash in bank, less checks outstanding
9,883.43
Transactions January 1—March 28, 1934—
Sales, per receivables' clerk
587,617.48
Cash sales
None made
Sales allowances in customers' accounts
1,833.63
Cash purchase of furniture, per invoice
300.00
Depreciation provision—3 months
190.16
Merchandise purchase record total
361,526.42
Expenses paid, supported by vouchers and payrolls
186,583.68
Cash dividend declared, $5,000.00, of which $1,000.00 remains
unpaid
4,000.00
Changes in capital
stock...
None
Cash credits to customers' accounts, less deposits reported on statements from
the bank during January, February and March, amounted to $4,383.42.
A balance sheet prepared from the books at December 31, 1933, and dis
covered in the files, follows:
Assets
Liabilities
Cash
$3,267.49
Merchandise creditors
$11,472.61
Customers
22,623.45
Reserve for depreciation. .
3,180.42
Fixtures (cost)
7,456.26
Capital stock
50,000.00
Inventory (cost)
44,035.78
Earned surplus
12,729.95
Total assets

$77,382.98

Total liabilities

$77,382.98

A check for $7,500.00 had been cashed by the bookkeeper shortly before his
departure. Although the signatures on the check had been obviously forged, it
was paid by the bank and returned with other canceled checks.
In addition to obtaining the amount of the possible shortage, you are asked to
prepare a balance sheet and operating statement for the period ending March 28,

1934. The merchandise inventory at that date has been estimated as having a
cost of $38,871.04, which is less than market.
PROBLEM 2 :
From the information appearing hereunder, prepare (a) a balance sheet of
the Beilfuss Corporation at December 31, 1932, and (b) a statement of applica
tion of funds for the year 1933.
The balance sheet of the Beilfuss Corporation appeared as follows at Decem
ber 31, 1933:
Assets
Current a s s e t s Cash in banks and on hand
$19,867.24
Due from customers—
Notes
$115,876.43
Accounts
239,742.16
Total receivables
$355,618.59
Less—
Notes receivable dis
counted
$57,312.66
Reserve for bad debts 44,386.57
101,699.23

253,919.36

Inventory of materials, work in prog
ress and finished product

91,468.83

Deferred charges and prepaid expenses—
Unamortized bond discount and ex
pense
Other deferred charges and prepaid
expenses ..

$3,274.45
7,112.92

Land, buildings, machinery, etc

$365,255.43

10,387.37

$782,456.77

Less—Reserve for depreciation

298,466.71

Total assets

483,990.06
$859,632.86

Liabilities and Net Worth
Current liabilities—
Bank loans
Accounts payable
Accrued liabilities
6% first-mortgage bonds
Net worth—
Preferred stock: authorized and issued,
2,000 shares of $100-par value. .. . $200,000.00
Common stock: authorized and out
standing, 2,500 shares of $100-par
value
250,000.00
Earned surplus—
Balance January 1, 1933 $45,444.87
Net profit for year ended
December 31, 1933... 94,403.05
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$139,847.92

$95,000.00
45,687.53
22,347.41

$450,000.00

$163,034.94
150,000.00

Less—Dividends on preferred and
common stocks

23,250.00

116,597.92
$566,597.92

Less—Cost of 250 shares of reacquired
preferred stock held in t r e a s u r y . . . .

20,000.00

546,597.92
$859,632.86

Total liabilities and net worth. ..

Following are the items appearing in the statement of profit and loss for 1933:
Account
Net sales
Inventory January 1, 1933
Purchases
Inventory December 31, 1933
Direct labor
Factory depreciation
Other factory overhead
Decrease in inventories of work in process and
finished stock
Depreciation on salesmen's automobiles
Other selling expense
Administrative salaries
Depreciation of office fixtures
Bad debts
Other administrative expenses
Interest income
Discounts received
Profit on sale of reacquired bonds
Profit on sale of fixed assets
Bond discount and expense
Discounts allowed
Net profit

Debit

Credit
$1,740,346.21

$35,115.27
632,266.75
54,619.83
309,616.37
63,045.25
114,669.52
3,416.87
2,319.24
315,685.83
109,193.40
5,167.42
41,648.36
68,372.48
1,842.69
5,440.05
1,500.00
328.99
539.59
8,618.37
94,403.05

The cash books for the year ended December 31, 1933, were summarized as
follows:
Cash receipts—
Collections on—
Accounts receivable
$1,053,920.16
Notes receivable
494,947.99 $1,548,868.15
Proceeds, representing face value of discounted
notes receivable
Bank loans
Cash sales
Sale of common stock, at par
Sale of $15,000.00 of reacquired bonds
Bad-debt recoveries
Sale of machinery and equipment, of a gross
book value of $11,133.90
Interest collections

474,396.20
395,000.00
41,310.26
50,000.00
13,500.00
1,215.04
2,950.00
6,673.47
$2,533,913.12
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Less—Discounts allowed to customers

6,219.07

Cash disbursements—
Payment of all following liabilities at January
1, 1933—
Accounts payable
$10,348.17
Accrued liabilities
18,631.46

$28,979.63

Payments to banks on notes receivable discounted
Repayments on bank loans
Land, buildings, machinery, etc
Bonds reacquired at 80
Dividends
Materials, wages and other expenses

521,610.94
300,000.00
133,705.24
12,000.00
23,250.00
1,512,364.94
$2,531,910.75
5,440.05

Less—Discounts received
Increase in cash in banks and on hand.. ..

$2,527,694.05

2,526,470.70
$1,223.35

In addition to cash collections on customers' accounts receivable, a further
liquidation of $521,525.23 was represented by (a) the receipt of notes receivable,
after deducting allowable discounts of $2,399.30, and (b) acquisition at 80 of
$25,000.00 of treasury preferred stock.
During 1933, $3,019.47 of customers' notes receivable and $14,475.28 of cus
tomers' accounts receivable were written off to the reserve for bad debts.
Accounts payable at December 31, 1933, contained a balance of $25,000.00
owing for properties purchased during the year, the remainder representing un
paid purchases of materials and operating expenses.
Capital surplus of $123,462.19, which had been set up as of July 1, 1932, as
the result of an appraisal of the properties at that date, was written off in 1933.
PROBLEM 3:
A, B and C possess the working interest, or seven-eighths of the total interest
in a mining venture, a royalty of one-eighth of the gross proceeds going to D,
the owner of the property. From the working interest must be paid an overriding
royalty to E of three-sixteenths of the gross proceeds belonging to the working
interest. The net monthly proceeds from the sale of ore, after deducting royalties
and expenses, are to be distributed to the owners of the working interest.
A's share is to consist of—
1/16 of the working interest (a) before deducting the over
riding royalty to E and (b) before deducting expenses; plus
1/7 of the working interest (a) after deducting the overriding
royalty to E and (b) after deducting expenses not in excess
of $7,000.00.
B and C are to share equally any net proceeds remaining.
You are informed that monthly expenses will always exceed $7,000.00. For
January, 1934, sales of ore (gross proceeds) were $18,688.00, while expenses
were $7,427.56.
You are required to compute the distribution for January and to devise
fractions or formulas that may be applied to the gross proceeds in succeeding
months for the purpose of determining the division between the various parties
at interest.
4
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Commercial Law
CONDITIONAL SALES
(Answer One)
Question 1:
Define the following terms within the meaning of the Uniform Condi
tional Sales Act.
a. Buyer
b. Filing District
c. Performance of the Condition
d. Person
Question 2 :
The B. Co. sold to R., under a conditional bill of sale, an auto truck, to
be paid for in a series of notes, title remaining in the seller, until the notes were
paid. The conditional bill of sale was filed in the proper office in the county in
which the truck was kept, and on the same day the bill of sale was assigned to
T. R. did not get immediate possession of the truck, and when delivery was
tendered, he sent it back to B. Co., who sold it to H., who lived in another county,
where there was no incumbrance recorded against the truck. T. claims the truck
by virtue of the assignment of the bill of sale to him by the B. Co. Is he entitled
to the truck?
SALES
(Answer Three)
Question 1:
When there is a breach of warranty by the seller, what remedies has the
buyer at his election?
Question 2 :
A. sold a cargo of lumber on its way from the Philippine Islands to B., to
be delivered as soon as it arrived, payment to be made on delivery. The day after
the agreement, the ship carrying the lumber foundered in a storm. The entire
cargo was lost. How did that affect the contract sale?

Question 3 :
Define: (a)
(b)
(c)
(d)

Divisible contract.
Fungible Goods.
Insolvency under the Sales Act.
Deliverable State.

Question 4 :
By oral agreement, A. contracts to sell and B. to buy certain goods, de
scribed, but not identified. Subsequently, A. selects from his stock goods con
forming to the contract, and, as was implied in the agreement, ships them by
carrier consigned to B. Is the acceptance and receipt by the carrier sufficient to
dispense with a written memorandum under the statute of frauds?
Question 5:
A. sold certain goods to B. and shipped them to B. with bill of lading in
B's name. This bill he mailed to B. Subsequently, A. discovered that B. was
insolvent, and ordered the carrier to withhold delivery of the goods on that ac
count. Thereafter, B. presented the bill of lading, which had previously been
endorsed in blank, and demanded possession. On learning of the stop order, he
said that he was not getting the goods for himself, but was acting as agent of
C. to whom he had previously sold them. Assuming this statement to be true, is
B. entitled to possession?
PARTNERSHIP
(Answer Two)
Question 1:
An insolvent partnership agreed with creditors that the business should be
continued under the supervision of a managing committee, designated by the
creditors, until their claims were fully paid off out of profits. Are the creditors
who are parties to this agreement liable as partners to the new creditors of the
continued business?
Question 2 :
A partnership agreement provided that the profits and losses should be
borne equally by the four partners who comprised the partnership. It further
"provided, however, that the said M. one of the partners, shall in no event be put
to a loss of more than $1,250.00, and the balance shall be made up and paid to
him, in case of greater loss, by the other parties." M. having advanced all the
funds used by the partnership to the amount of $4,770.00 and the business having
proved a total failure, sued his former partners for $3,520.00 on the above agree
ment. Should he recover and if so, what should his judgment be?
Question 3 :
Answer True or False.
(a) The receipt by a person of a share of the profits of a business is in
itself sufficient to establish the relationship of a partner.
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(b) A partnership is an association of two or more persons to carry on as
co-owners a business for profit.
(c) Any estate in real property may be acquired in the partnership name, in
cluding estate for life.
(d) Every partner is an agent of the partnership for the purpose of its
business, and the act of a partner assigning the partnership property in trust for
creditors or on the assignee's promise to pay the debts of the partnership is
binding on the partnership.
(e) Any difference arising as to ordinary matters connected with the partner
ship business must be decided by the unanimous action of the partners.
(f) A partner's right in specific partnership property is not subject to dower,
courtesy, or allowances to widows, heirs, or next of kin.
(g) A partner's right in specific partnership property is subject matter of
assignments.
(h) A person can become a member of a partnership with the consent of a
majority of the partners.
(i) A limited partner's interest in the partnership may be assigned and his
assignee is admitted to all the rights of a limited partner.
(j) The contributions of a limited partner may be cash, property or services.
Question 4 :
A. and B. dissolved their partnership January 1, 1920. Among their unpaid
obligations was a note for $1,000.00 held by C. In 1925 A., without the knowl
edge of B, gave C. a new note for the original sum due on the old note and
accrued interest. At that time, the statute of limitations had nearly run, only one
month lacking of the statutory six-year period. In 1927 C. sued A. and B. on
the renewal note. Is B. liable on the new or old note?

NEGOTIABLE I N S T R U M E N T S
(Answer Three)
Question 1:
Do the following provisions affect the negotiability of an instrument, other
wise negotiable. (Answer yes or no.)
(a) Payments to be made by stated installments with interest.
(b) The instrument contains an indication of a particular fund out of which
reimbursement is to be made, or a particular account to be debited with the
amount.
(c) The instrument is payable on demand after the 21st Amendment is
ratified.
(d) The instrument is undated and bears a seal.
(e) A stipulation on the back of a note that it was secured by a mortgage,
and that the payee agreed to look to mortgage security for its payment.
(f) A statement on the face of a note that it was given for rent of a specified
house as per contract of even date herewith, and that it was void if the property
was destroyed before maturity.
(g) A promise to pay to A's order on demand; in case of A's death the prin
cipal to be kept as a fund for a church society, interest to go to B. and in case
of B's death to the society.
3

Question 2 :
A., a banker in New York, issued a bill of exchange to the order of X,
on B, a banker in Boston. B. refused to accept the bill and it was protested for
non-acceptance. C. with the consent of X. accepted the bill supra protest for
the honor of A. To whom is C. liable and what is his liability?
Question 3 :
(a) Define restrictive endorsement.
(b) Give an example of restrictive endorsement.
(c) What are the rights of an endorsee under restrictive endorsement?
Question 4 :
M. drew a check on the D. Bank, payable to the order of P. Co. A, an
agent of the P. Co. had authority to endorse the P. Co's name on commercial
paper. A. indorsed the check in question to B. in payment of his own debt to B.
On learning of the facts, the P. Co. sued B. for the amount of the check, B. hav
ing collected from the drawee bank. May the P. Co. recover?
Question 5:
M's note was dishonored while C. was holder thereof. A prior indorser,
B., paid C. 50 per cent of the amount called for by the note. C. sued M. for the
full amount. May he recover?

CORPORATIONS
(Answer Two)
Question 1:
(a) Define cumulative voting.
(b) Who may vote stock pledged as collateral?
Question 2 :
On March 1, 1933, a receiver was appointed for the X corporation in
pursuance with the provision of the General Corporation Act. On that date the
corporation had $2,500.00 on deposit with the Y Trust Co. and was indebted to
the bank in the sum of $5,000.00 on a note due April 5, 1933. The trust company
applied the funds on deposit against the X corporation note. The receiver there
upon brought suit alleging that since the note had not matured the attempted set
off was a preference, and therefore improper. Should he succeed?
Question 3 :
(a) A. has acquired all the stock of the B. Corporation. He made a con
tract with C in the name of the corporation. Now C seeks to hold him personally
liable upon the contract. Can he do so?
(b) Could X, a creditor of A., levy on the assets of the B. Company?
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AGENCY
(Answer Two)
Question 1:
(a) Give the general rule relating to the power of an agent to delegate his
authority to another.
(b) How does the death of the principal affect an agency?
(c) What is the legal effect of an infant (1) creating an agency? (2)
Acting as an agent?
Question 2 :
A., as principal, purchased a bill of goods from B. for $1,000,000. He did
not pay. B. then discovered that A. was in reality, in making the purchase, the
agent of C. B. sued A., recovered judgment for $1,000.00, issued execution and
had a levy made on A's real estate. The sheriff's sale realized $500.00 which B.
received from the sheriff. B. thereupon sued C. for the balance due him. Should
he recover?
Question 3 :
A., the owner of property, appoints B. as his agent to collect the rents of
a certain building. A. thereafter dies. One of the tenants without notice of A's
death continues to pay the rent to B. B. thereafter absconds. Can A's adminis
trator recover from the tenant the amount of rent paid to B?
CONTRACTS
(Answer Five)
Question 1:
A. occupied the position of police officer in Atlantic City. He possessed
knowledge concerning the theft of certain jewelry from the possession of B., who
had advertised a reward for the recovery of the property. In this situation he
claims to have entered into a verbal contract with B. whereby she agreed to pay
him $500.00 if he could procure for her the names of the thieves. As a result of
his mediation with the police authorities, the jewelry was recovered. Should he
recover?
Question 2 :
A., an individual, trading under the name of the Crescent Coal Company,
contracted for the purchase of coal through B's agents. Three days after the
contract was made A. was asked for a statement as to "where the company was
incorporated, a list of its officers and directors, and the amount of capital paid in"
and B. on being informed that A. was not incorporated, replied that its under
standing was that A. was a corporation, with a paid-in capital and legal existence,
and declined to extend or ship the coal. A. sues B. on the contract. Who wins?
Question 3 :
On November 1st, A. wrote B. offering him ten tons of coal at $15.00 per
ton, the offer to be accepted by return mail. On November 2nd, B. answering by
5

return mail, offered to pay $14.00 per ton. On November 3rd, A. wrote a second
letter to B. identical to his letter of November 1st. On the same day B. accepted
A's original offer. The letters crossed in the mail. Was there a contract between
the parties on November 4th?
Question 4 :
A. owes B. $1,000.00 and is about to go into voluntary bankruptcy, and so
informs B. The creditor, B, offers to take 50 per cent of the amount owing
him, if A. will refrain from going into bankruptcy. A. refrains, and pays B. 50
per cent and gets a release. Thereafter B. sues to recover the balance. What
decision?
Question 5:
Define:
(a) Express contract; give an example.
(b) Severable contracts.
(c) Bilateral contracts.
(d) Simple contracts.
Question 6:
While A, was a minor, he contracted with B. to work with him, for certain
wages, and to be instructed in a trade, till the age of 2 1 ; if the parties should so
long agree. Under this agreement, he worked for B. sometime; and then left
him. B. refused to pay A. the stipulated wages, and after A. became of full age,
he brought suit. B. contends that since A. was under age when the contract was
entered into, it was void and therefore there can be no recovery. Decide.
Question 7:
D's son was indebted to M. who desired additional security. D. thereupon
applied to P. to become surety for the son, and promised to reimburse him if
he was compelled to pay the debt. Accordingly, P. became surety, and after
wards was obliged to pay the debt. In an action by P. against D. who should
prevail?
Question 8:
B. contracts with A. to construct for him a dwelling for $7,500.00 which
is a very reasonable figure. The next day B. has a stroke of paralysis. Is B.
excused from performance?
WILLS
(Answer One)
Question 1:
A. executed his will in 1925 in due form leaving all his property to B. In
1929, A. looked for his will and failing to locate it, had a draft of another similar
will drawn, which was never properly executed. In 1931, A. died, B. now at
tempts to probate the original will of 1925 as a lost will, offering to prove its
contents by the production of a carbon copy. Should it be admitted to probate?
6

Question 2 :
A., a storekeeper, died intestate, leaving a widow. She took charge over
his personal property and effects. X, a creditor, sues the widow as executrix de
son tort. She alleges in her answer that, she sold the property for $1,000.00 and
paid out $450.00 for funeral expenses, $500.00 for medical expenses and $50.00
to a judgment creditor, the judgment having been obtained during the lifetime of
the intestate. What is the extent of the widow's liability? (a) Define an execu
trix de son tort.
GUARANTEE AND S U R E T Y S H I P
(Answer One)
Question 1:
W. was the maker of a note to B. The latter, without notifying W., for
a consideration procured a guaranty of the note from A. The note remaining
unpaid, B. applies to A., who paid the note. A. then sued W. for reimbursement.
Should he succeed?
Question 2 :
(a) Define and explain guaranty of collection.
(b) State four methods whereby a guarantor may be discharged from
liability.
BANKRUPTCY
(Answer Two)
Question 1:
B. was trustee under the will of K. and had misappropriated some stocks
belonging to K's estate. S. was surety on B's bond as trustee, and on learning of
the misappropriation, insisted on B's replacing the stock, which B. did. B. became
a bankrupt within four months and his trustee in bankruptcy now seeks to recover
the stocks or their value from X, who succeeded B. as trustee of K's estate and
who still has some of the stocks in his possession as part of that estate. Can B's
trustee in bankruptcy recover from X?
Question 2 :
What are the duties of a trustee in bankruptcy?
Question 3 :
(a) Who may oppose the discharge of the bankrupt?
(b) What is the procedure?
(c) What are four grounds of opposition?
INCOME TAX
(Answer Three)
Question 1:
A. in 1933 exchanged real estate which he had purchased in 1921 for
$5,000.00 for other real estate having a fair market value of $6,000.00 and $2,000.00 in cash. What is A's taxable gain for the year 1933?
7

Question 2 :
In 1932, the M. corporation sold a piece of real estate to B. for $20,000.00.
The company acquired the property in 1915 at a cost of $10,000.00. During 1932
the company received $5,000.00 cash and the vendee's notes for the remainder of
the selling price or $15,000.00, payable in subsequent years. Before the vendee
made any further payments the company sold the notes for $13,000.00 in cash.
What taxable income did the company derive from the sale of the notes? Show
and explain calculations to substantiate your result.
Question 3 :
State and explain the various situations arising from the sale and retire
ment by a corporation of its bonds.
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Practical Accounting
PROBLEM 1:
Mono Arts, Inc., is a manufacturing company which has controlled or owned
from their inception two subsidiary companies known as Duo Arts, Inc., and Trio
Arts, Inc. You are asked to prepare a consolidated balance sheet (supported by
a work sheet) of the three companies, showing therein the consolidated net profit
for the year.
The respective balance sheets of the three companies on December 31, 1933,
were:
Assets

Cash
Customers, net
Inventories, at cost which is lower
than market
Investments—
Duo Arts, Inc., 10,000 shares....
Trio Arts, Inc., 25,000 shares....
Plant, net
Total

Mono
Arts, Inc.

Duo
Arts, Inc.

Trio
Arts, Inc.

$38,365.81
385,772.46

$5,440.51
95,980.01

$103,859.72
163,343.44

842,443.43

656,658.07

418,172.97
1,250,000.00
$2,934,754.67

391,983.75

768,453.24

$493,404.27

$1,692,314.47

Liabilities

Vouchers payable
Capital stock, 120,000 no-par shares
authorized and outstanding
Capital stock, 10,000 shares
Capital stock, 30,000 shares
Paid-in surplus, from sales of donated
stock
Earned surplus—
Balance January 1, 1933
Net profit for 1933
Total
*Red.

$186,441.25

$275,945.82

2,332,105.10
$400,000.00
1,500,000.00
300,000.00
354,363.04
61,845.28

90,864.87
2,539.40

*335,468.97
*48,162.38

$2,934,754.67

$493,404.27

$1,692,314.47

At January 1, 1933, Mono Arts, Inc., owned 8,000 shares of Duo Arts, Inc.,
which it had acquired at the origin of the company at a cost of $320,000.00. Dur
ing 1933 it purchased at book value, as of January 1, 1933, the remaining 2,000
shares from the estate of a deceased officer, in accordance with the terms of a
certain contract. As at December 31, 1933, Mono Arts, Inc., had entered into
an agreement with a new executive of Duo Arts, Inc., for the sale of 1,000 shares
(of the 2,000 shares acquired during the year) of the latter's capital stock at par
in exchange for the executive's six-month note, although the entry covering the
transaction has not yet been spread on the records.
The plant (land, buildings and equipment) owned by Trio Arts, Inc., was
acquired on January 1, 1930, from Mono Arts, Inc., on the basis of a wholly
arbitrary valuation for both assets and reserve for depreciation pertaining thereto
equal exactly to 50% more than the actual cost of the assets and the accumulated
reserve on the books of Mono Arts, Inc.; on the books of the latter company, the
write-up was credited to earned surplus. Since that date, the transactions affecting
plant, including depreciation which has been computed on the basis of percentage
rates believed to be fair, have been as follows:
Land, Buildings
Reserve for
Particulars
and Equipment
Depreciation
January 1, 1930, value
$1,353,814.41
$357,618.15
Depreciation, 1930
37,439.82
Depreciation, 1931
42,647.13
Retirements in 1931, sold for $10,500.00
*73,497.81
*28,329.72
Depreciation, 1932
44,935.23
Depreciation, 1933
43,561.44
Retirements in 1933, sold for $2,400.00
*23,468.88
*9,477.57
Totals

$1,256,847.72

$488,394.48

*Red.
On the books of Duo Arts, Inc., land, buildings and equipment appear at cost
of $553,465.82 less accrued depreciation of $161,482.07.
The inventory cost of Trio Arts, Inc., contained depreciation which had been
included in cost of production, amounting at the beginning and the end of the
year to $3,425.40 and $5,869.35, respectively. These same inventories contained
items of $47,348.29 and $30,854.78, respectively, representing purchases from
Mono Arts, Inc., which had been billed to Trio Arts, Inc., at cost plus 10%, which
approximated market.
The customers' receivables and the vouchers payable shown above include (a)
a loan of Trio Arts, Inc., made during the year to Mono Arts, Inc., of $100,000.00
and (b) accrued interest thereon of $3,437.19.
There have been no changes in the issued capital-stock accounts since the
incorporation of the three companies.
PROBLEM 2 :
You have been retained as auditor of the Acme Investment Company, a Dela
ware corporation, organized as an investment trust for the purpose of providing
a medium for the control of a group of industrial companies through the owner
ship of a large minority interests. You are to certify to the attached statements
of the corporation for the calendar year 1933 and your certificate is to be used
in the annual published report.
2

Your solution should set forth briefly, with reasons, qualifications or adjust
ments which you feel should be made before preparing your certificate. This
problem does not require a recasting of the exhibits.
As a result of your examination, the following facts are disclosed:
(1) Securities owned include the following issues of the company repurchased
on the open market:
1 4 , 0 0 0 shares $ 3 . 0 0 preferred stock—cost
$430,000.00
1 0 2 , 0 0 0 shares common stock
412,000.00
Dividends on treasury securities have been taken into the income account in 1 9 3 3
as follows:
Cash dividends on preferred stock
$ 80,000.00
Stock dividends (at $5.00 per share)
2,555.00
( 2 ) The loss on securities sold for the current year includes a $ 3 0 , 0 0 0 . 0 0 loss
on treasury securities. On account of the purpose of the company, practically all
securities acquired are held in the portfolio and few sales are made.
( 3 ) A large portion of the portfolio yields only regular stock dividends
which are taken up at market value of date of receipt. The remaining securities
were mainly purchased at the high prices prevailing in 1929, at which level the
dividend yields averaged less than 3 % .
(4) All stock rights received were sold and the proceeds were taken into
income in entirety.
( 5 ) The company has a 1 0 % participation in the ABC Syndicate which it
manages. The other participants are in extremely bad financial condition. The
company follows the practice of taking up syndicate profits or losses in the periods
in which the respective syndicates are closed. Reports from other managers of
open syndicates participated in indicate substantial capital losses based on market
values of securities held at December 3 1 , 1 9 3 3 .
( 6 ) Collateral to notes receivable was examined by you.

ACME I N V E S T M E N T COMPANY
BALANCE SHEET

—

DECEMBER 3 1 , 1 9 3 3

Assets
Cash in banks and on hand
Notes receivable from affiliated companies (fully
secured)
Securities owned—at cost (market value $ 2 1 , 5 6 2 , -

$

875,450.00
10,500,000.00

000.00):

Pledged as collateral to bank loans

$60,574,010.00

Unpledged

9,736,011.25
$70,310,021.25

Dividends and interest accrued

298,300.00

Due from ABC Syndicate (secured by entire assets
of a market value of $ 8 0 5 , 0 0 0 . 0 0 , of which $ 7 0 0 , 0 0 0 was pledged as collateral to bank l o a n s ) . . . .
Advanced on syndicate participations—at c o s t . . . .
Furniture, fixtures, organization expense, e t c . . . .

70,608,321.25

2,450,000.00
2,575,000.00
1,580,000.00
$88,588,771.25
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Liabilities
Bank loans—collateralized by securities per contra
Miscellaneous accounts payable
Accrued liabilities:
Accrued interest on debentures
$
Taxes and miscellaneous interest

750,000.00
65,500.00

815,500.00

Dividends payable January 2, 1934:
Preferred stock
$
Common stock (payable in common stock)..

404,625.00
9,504.25

414,129.25

$20,000,000.00
15,200.00

Ten-year 6% gold debentures due January 1, 1941
Capital stock and surplus:
$3.00 cumulative-preferred stock without par
value; entitled in liquidation to $50.00 per
share; callable at $55.00 per share—
Authorized 750,000 shares
Issued and outstanding 539,500 shares
at paid-in value
$26,975,000.00
Common stock without par value—
Authorized 2,500,000 shares
Issued and outstanding 1,520,754¼shares at
stated value of $5.00 per share
7,603,771.25
Paid-in surplus
7,265,750.00
Earned surplus
499,420.75

25,000,000.00

42,343,942.00
$88,588,771.25

ACME INVESTMENT

COMPANY

SUMMARY OF SURPLUS ACCOUNTS

For the Period from January 1, 1931 to December 31, 1933
Paid-in Surplus
Consideration received for common stock in excess
of $5.00 per share allocated to surplus by directors—January 4, 1931
Surplus arising from reduction of preferred capital:
Paid-in value of 60,500 shares retired—July
15, 1933
$3,025,000.00
Cost of stock retired
2,450,000.00

$7,500,000.00

575,000.00
$8,075,000.00

Less—1933 Dividends:
Cash dividends on preferred stock for six months
ended December 31, 1933 per resolutions of
directors
Balance—December 31, 1933
Particulars
Net income

809,250.00
$7,265,750.00

Earned Surplus
1931
$2,212,696.25
4

1932
$1,935,000.00

1933
$ 965,000.00

Deduct—dividends paid:
Preferred stock (paid in cash) . . .$ 1,800,000.00
Common stock (paid in common
stock at $ 5 . 0 0 per share)
37,570.50

$ 1,800,000.00

$ 900,000.00

37,758.50

37,946.50

$1,837,570.50

$1,837,758.50

$937,946.50

Net change in surplus
Surplus—beginning of year

$

375,125.75

$

97,241.50
375,125.75

$ 27,053.50
472,367.25

Surplus—end of year

$

375,125.75

$

472,367.25

$ 499,420.75

Total dividends

SUMMARY OF INCOME ACCOUNTS

Particulars
1931
1932
1933
Income:
Cash dividends and interest re
ceived
$2,035,696.25 $2,143,000.00 $1,954,000.00
Stock dividends taken up at mar
ket value at date of receipt.... 1,580,000.00 1,420,000.00
1,200,000.00
Entire proceeds from sale of stock
rights

Gross profits on sales of securities
Profits on syndicates closed
Total income
General expenses

620,000.00
22,000.00
120,000.00

600,000.00
20,000.00
247,000.00

550,000.00
50,000.00*
104,000.00*

$4,377,696.25 $4,430,000.00 $3,550,000.00

240,000.00

235,000.00

200,000.00

$4,137,696.25 $4,195,000.00

$3,350,000.00

Net income available for
interest charges

6% gold debentures

Bank loans and miscellaneous....

$ 1 , 4 7 5 , 0 0 0 . 0 0 $ 1 , 5 0 0 , 0 0 0 . 0 0 $ 1,500,000.00
450,000.00

760,000.00

885,000.00

Total interest paid

$1,925,000.00 $ 2,260,000.00 $ 2,385,000.00

Net income

$ 2 , 2 1 2 , 6 9 6 . 2 5 $ 1,935,000.00

$

965,000.00

*Red

PROBLEM 3 :
A purchase of machinery is being contemplated by Monak Manufacturing
Company amounting to $ 2 7 , 9 0 0 . 0 0 . You have been asked to compute the cost
to the purchaser, in terms of the average rate of simple interest, of financing the
purchase on the instalment plan, under the terms of which one-third is to be
paid down in cash and the balance is to be paid in twelve equal monthly instal
ments beginning one month from the date of sale; to each instalment is to be
added (a) interest at 6 % per annum on the instalment of principal paid, and (b)
1 0 % of the principal paid as a finance charge.
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M I N N E S O T A S T A T E BOARD
OF ACCOUNTANCY
EXAMINATION, MAY, 1934
FRIDAY, MAY 11, 1934—8:30 A.M. to 12:00 M.

Auditing
(Answer ten questions including No. 2 and No. 9)

Question 1:
What general questions should an auditor ask in order to inform himself
with respect to the internal check of cash in a company he is auditing for the
first time?
Question 2 :
During the course of a balance-sheet audit, you observe that a large majority
of trade notes receivable bear a current dating. Upon investigation, you learn
that no entry is made in the controlling account when notes are renewed. What
procedure would you follow in your examination of the notes and the note register
to determine the total amount of renewals during the year without the necessity
of investigating each note separately?
Question 3 :
In making a balance-sheet audit, how would you proceed to verify the inven
tory of finished goods? The management has certified to you as to the correctness
of quantities and condition. Assume for the purpose of the question that the
finished products consist of radios and that a standard cost system is used in the
costing out of sales and for pricing inventories?
Question 4 :
Under financial expenses in the accounts of a branch plant of a large manu
facturing company, you find an item of $2,600.00, representing excess payments
above charges for consumption of electric power, made necessary during the year
to meet an agreed minimum monthly rate. Due to the partial shut-down of the
plant, actual consumption at regular rates in only two months of the year amounted
to as much as the minimum rate. Do you believe this item has been properly
classified? Give reasons.
Question 5:
To what extent should an auditor regard himself as responsible to third
parties?

Question 6:
In your audit at December 31, 1933, of the cash on hand and in banks of the
Y Company, you find the following items:
(a) Federal tax on checks in December bank statements not on
books, $85.20.
(b) Checks from customers located at distant points, dated in
December but not received by Y Company until January 2 and 3, $10,256.88.
(c) Vouchers in petty-cash fund representing advances to employ
ees in anticipation of the January 4th payroll, $587.50.
(d) Cash in Uruguay banks, subject to restricted withdrawal,
$25,466.10.
(e) Cash in closed U. S. banks, estimated to be worth ultimately
50%, $18,743.26.
How would you dispose of these items on your balance sheet?
Question 7 :
How would you proceed to verify the interbank transfers of a large industrial
company during the last week of the fiscal period under audit? The company
follows the practice of purchasing bank drafts for the purpose of transferring
funds, thus saving the exchange expense which would be incurred by depositing
its own checks.
Question 8:
In examining a certificate of stock of a manufacturing company which you
have found in the safety deposit box of an investment trust you are auditing, you
are informed that the certificate, standing in the name of E. F. Gorst, a stock
holder of the investment trust, has not been endorsed by him, although it is
supposed to be collateral protecting the trust against certain advances made to
him. Do you believe the company is properly protected? How should this item
be disposed of?
Question 9:
You have been asked as auditor for the Blank Auto Supply Company to lay
down broad principles which the company's employees should observe in making
a physical count of the company's merchandise inventories (consisting of approxi
mately 10,000 different items) at the close of its fiscal year June 30, 1934. What
suggestions would you make?
Question 10:
In your audit of a manufacturing company for 1933, you are told by one of
your principals: "There are approximately 1,000 additions to the property ac
counts during the year. Vouch 100 of them." What general course of procedure
would you follow in making your selection of items to be vouched?
Question 11:
Under what conditions do you believe it proper to carry forward advertising
expenses as deferred charges?
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Question 12:
You find consigned merchandise in the possession of the X Company which
has been included in the physical inventory at the end of the year, and which
represents the balance of a consignment from the Y Company partially disposed
of during the year. No payment has been made to the Y Company and no liability
to Y Company appears on the records. Outline your procedure in placing the
items mentioned on a proper basis.
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M I N N E S O T A S T A T E BOARD
OF ACCOUNTANCY
EXAMINATION OF MAY, 1934
FRIDAY, MAY 11, 1934—1:00 P.M. to 5:00 P.M.

Accounting Theory
(Answer ten questions including No. 2 and No. 8)
Question 1:
Why is it important to segregate for balance-sheet purposes advances to the
officers of a company?
Question 2:
A certain company issues "drafts" in payment of its accounts, in lieu of
checks, in order that it may avoid the Federal tax on checks. These drafts are
negotiable instruments drawn on the treasurer of the company and the form
provides that they may be cleared through a designated bank. The company
settles daily by issuing to the bank its check for the total drafts presented and
paid by the bank for that day.
In what manner should unpresented drafts be reflected on the balance sheet
of the company?
Question 3 :
Do you consider it good accounting to reduce capital-surplus accounts by
charges thereto? Give reasons.
Question 4 :
What is your understanding of the term "paid-in surplus"?
this account be affected by sales of treasury stock?

How would

Question 5:
In what way may unrealized profit find its way into the accounts, under
common corporate practice? In what way, if any, should such profit be disclosed
on the balance sheet?
Question 6:
Section 215 of the National Industrial Recovery Act provides for a capitalstock tax. Following is an excerpt from a ruling of the Bureau of Internal Rev
enue:

Where a domestic corporation is engaged in business during the entire
calendar year 1933 the capital-stock tax for the fiscal year ended June 30,
1933, accrued on June 16, 1933, the date of enactment of the Act, and
the capital-stock tax for the fiscal year ending June 30, 1934, accrued on
July 1, 1933, the beginning of that fiscal year.
For accounting purposes how would you accrue the tax applicable to a corporation
having a fiscal year coinciding with the calendar year?
Question 7:
On the published balance sheet of a well-known industrial company appears
this caption for earned surplus:
"Earned surplus of which $2,058,500.00 is restricted by reason of pur
chase of treasury stock until such stock is sold or canceled, $3,286,491.03."
Explain the significance of this caption.
Question 8:
At December 15, 1933, X Company discounted $40,000 of trade acceptances
taken in the course of business from Y Company. The maturity dates ran from
December 26, 1933, to January 18, 1934. Because the Y Company was unable to
pay the acceptances as they fell due, X Company, on each due date, made funds
available to Y Company to enable them to meet the obligation, accepting another
trade acceptance for the funds provided. At December 31, 1933, acceptances of
$18,000.00 had been taken up in this way, and at the time of your audit at March
19, 1934, the balance had been similarly paid.
How would you reflect this situation on the balance sheet at December 31,
1933? Would it be incorrect to reduce the bank balance at December 31, 1933,
by the amount of the acceptances which had not been taken up?
Question 9:
Q-T Oil Company has a trade agreement with the Moon Oil Co. whereby
the latter delivers crude oil to Q-T refineries at Beaumont, Texas, in exchange
(barrel for barrel) for crude oil delivered by Q-T Oil Company to Moon refineries
at Midland, Michigan. Gathering and piping expense incurred by the Q-T Oil
Company in delivering the oil to the Moon refineries is $.125 per barrel. Similar
costs incurred by Moon Oil Co. in delivering the oil to Beaumont, Texas, are $.085
per barrel.
At December 31, 1933, Q-T Oil Company had received 67,500 barrels more
from the Moon Oil Co. than it had delivered.
You are asked to determine how and at what amount Q-T Oil Company will
show the 67,500-barrel credit balance on its balance sheet at December 31, 1933,
bearing in mind the following points:
(1) The market price of crude oil at December 31, 1933, exclusive of gath
ering and piping expense, was $.95 per barrel at Beaumont, Texas, and $1.02 per
barrel at Midland, Michigan.
(2) The inventory of crude oil in tanks at Midland, as shown by the books
of Q-T Oil Company, was $1.05 per barrel.
The Q-T Oil Company desire to net, for balance-sheet purposes, the 67,500barrel credit balance against the inventory of Midland oil on hand. What is your
opinion?
2

Question 10:
What proprieties should an accountant in public practice observe toward his
fellow practitioners?
Question 11:
What do you understand by the term "fund accounting"?
a municipality, what causes give rise to a separate "fund"?

In the case of

Question 12:
An investment house has made instalment sales at fixed prices to its cus
tomers of listed securities which it expects to buy on the market for delivery to
customers when payments on account have been completed. The market price of
the securities has now declined and the management asks you to give your opinion
on the propriety of valuing the receipts from its customers as a liability only to
the extent of the present market values of the expected deliveries. What would
you advise?
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